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In Trouble
A 15-minute lesson on the warning signs of financial trouble, options to manage debt, and ways to determine how much debt is reasonable.

Opening Discussion
Sometimes people get into financial trouble.  Often, financial trouble is unavoidable, but other times, it is a result of a person’s own actions.  What  are some ways people get into financial trouble? 
Allow students a minute or so to brainstorm, then show PPT slide “why consumers don’t pay.”
Here are some reasons people don’t pay their bills.
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loss of income (48%)

• Unemployment (24%)

• Illness (16%)

• Other (divorce, death) (8%)

overextension (25%)

• Poor money management

• Emergencies

• Materialism

• Need for instant gratification

defective goods and services (20%)

fraudulent use of credit (4%)

other (3%)
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Obviously there are times that you need to use credit, such as when you purchase a house or a car.  But it is helpful to know how much credit you can handle.  Let’s look at something called the “20-10 rule.”  

Show PPT slide “How Much Can You Afford?  The 20-10 rule.”  Discuss.
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never borrow more than 20% of your yearly net income

• If you earn $400 a month after taxes, then your net income in one year is:

12 x $400 = $4,800

• Calculate 20% of your annual net income to find your safe debt load.

$4,800 x 20% = $960

• So, you should never have more than $960 of debt outstanding.

• Note: Housing debt (i.e., mortgage payments) should not be counted as part of the 

20%, but other debt should be included, such as car loans, student loans and credit 

cards.

monthly payments shouldn’t exceed 10% of your monthly net income

• If your take-home pay is $400 a month:

$400 x 10% = $40

• Your total monthly debt payments shouldn’t total more than $40 per month.

• Note: Housing payments (i.e., mortgage payments) should not be counted as part of 

the 10%, but other debt should be included, such as car loans, student loans and 

credit cards.
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Although it may seem hard to believe, sometimes people do not realize they are in trouble.  Here are some warning signs.  Show PPT slide “warning signs of trouble.”
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You don’t know how much you owe.

You often pay bills late.

You get a new loan to pay old loans.

You pay only the minimum balance due each month.

You spend more then 20% of your net income (after paying rent or mortgage) on debt maintenance.

You would have an immediate financial problem if you lost your job.

You’re spending more than you earn, using your savings to pay for day-to-day expenses.
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If you are in trouble
What payments do you think you should make first if you do not have enough money to pay all of your bills?
Acknowledge students’ responses. Answers may include: rent or mortgage, food, daycare, car payment, etc.
If your budget shows that you have more expenses than income, there are ways to get out of trouble. 
You will have to make the decisions that are right for you, but here are some suggestions:
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Help! I Can’t Pay My Bills! 

If you have to choose, think of major 

obligations first:


• Pay your rent or mortgage first, to ensure that you do not get evicted or have your property foreclosed. You should always call your mortgage lender first if you are having trouble paying your mortgage.   They can help you work out a plan to keep a roof over your head.
• It is probably most important to pay your necessary household expenses next, such as utilities and food.  Many utility companies, such as the telephone, electric, and gas companies, have programs to lower your bill if you qualify.
If you can pay your monthly of your loans, consider:

• Pay off the loan with the highest interest rate first to save on interest. If you have several credit cards with outstanding balances, focus on paying off the one with the highest interest rate first.
• Talk to your creditors. They may be willing to reduce your payments or change the terms to help.  Some creditors might offer extensions, accept

smaller payments over a longer period of time, accept partial payments, or perhaps even lower your interest rate.
Consolidate debts
You may also consolidate your debts, but it is best to work with a credit counselor if you do this.  Beware of “credit repair” companies, especially those that advertise that they can erase a poor credit history.  Do your homework carefully if you decide to get help in consolidating your debts.
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loan consolidation

•You make only one payment, usually lower than the total amount of your monthly 

debt payments.

•Best to use only when combined with credit counseling.

•If you own a home, consider your spending habits carefully before you take out a 

home equity loan. You could end up with a loan and large credit card bills if you 

don’t change your spending habits.

watch out for “credit repair” companies!

•Offer for-profit counseling.

•Offer debt consolidation loans.

•Offer debt counseling.

•Some advertise they can erase a poor credit history (no one can do this!).
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Bankruptcy 
Sometimes people think bankruptcy is the way out of debt.  Bankruptcy does not “cancel” all debt, and will can affect your financial future for the rest of your life.
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duration on your credit record

• Up to 10 years

what you may still owe

• Taxes

• Child support

• Alimony

• College loans

• Fines

• Illegal debts

• Co-signer obligations

what you no longer owe

• Retail store charges

• Bank credit card charges

• Unsecured loans

• Unpaid hospital or physician bills
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Remember the 20-10 rule?  Go back to PPT slide 2 “How Much Can You Afford?  The 20-10 rule.”  
Let’s look at some examples now to see if you can determine safe debt load in different circumstances.
Give each student a copy of “How Much Can They Safely Carry?” worksheet.  You have an answer key.  Allow them to work with a partner to answer the questions.  After a few minutes, ask for their responses.  

If you find you need to reduce your debt, there are some things you can do.  

First, stop adding to your debt by using credit cards.  If you can’t pay cash, don’t buy it.
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Cash, Credit, or Don’t Buy?


Second, make a commitment to pay off all your debts.

Next, create a payment plan and stick with it until you are out of debt.
Do you have any questions?
End of Lesson
PAGE  
The information provided in this lesson may consist of materials from any or all of the following resources: FDIC Money Smart, the National Endowment for Financial Education, and Practical Money Skills for Life.


_1285422931.ppt


why consumers don’t pay

loss of income (48%)

		Unemployment (24%)

		Illness (16%)

		Other (divorce, death) (8%)





overextension (25%)

		Poor money management

		Emergencies

		Materialism

		Need for instant gratification







defective goods and services (20%)



fraudulent use of credit (4%)



other (3%)

Teens – Lesson 13 - Slide 13-A





Practical Money Skills
forbife [ [

www.practicalmoneyskills.com







